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Summary

The Patient Protection Paidl AfinfRb d.d-2 B2 daaGmutsr ¢ Act (
several provisionspbobonseneduhegttbhmpbwyenge, part
businesses. The provisions that most directly r1e
penalty for not providingndradsd tihesuvafathecredal{i2l)i
care for the smallest fir ms, and (3) small Dbusin
increase plan options and lower plan costs.
Several events havempdbmenedtiba ACACce niottsa belnyact n
the Obama Administration delayed the 1implementat
small business health exchanges from 2014 to 201
provisions and allowing firnmsl yt,o tchoemeAdimm tna sc amp li
suspended the penalty for-templegersvsalwenh (EWEY ¢
for an additional year (until 2016). These delay
effects of the ACA on small businesses.

Fist, this report-spompbaoresd haoawuvemmlkeyemn be used
about health insurance coverage and cost. Second
relevant to small businessesjsiopmsedoaboheirNpwrt
effects on small businesses. Finally, this repor
some concerns associated with these provisions (
According to analysiesr osfi zteh ea nndo sitn sruercaerscte ecnopvleorya
employer penalty is structurd%esfo emhplto yietr cfoiurl nds
simply because these firms would be too small an
of 50 FTE. eTnpel soey eecexse mpt firms account for approx
accounting for firms that already provide insura
subject to the employer penalty. Althaugk 72.4%
enough to be potentially subject to the penalty,
do not already offer health insurance.

Less than 4% of small businesses that could have
t ax c¢r0eldli tacitnua2l ly claimed it. According to a re
Of fice (GAO), many business owners felt that (1)
begin offering insurance; (2) evewr,ifombkese s mal
employees declined coverage because they could n
the rules were too complex President Obama has
Small business health e x cahrarnigeerss ctoou ladc cheesl spi ntgo rree
affordable healt-frovpemagketin Bhepemhihg risk anmn
and educing administrative costs, average 1insur
Firms with remptoywyedy, heawe¢ heeyr @ould see a rise
One i1issue of concern is tthiemei necmepnltoi yveee fhooru rfsi rbmoesl
hours tAeattilempflionement (under the ACA) as a means
from govetThe Save Ameri chhnR WokGkpreovAdtbypft & 1Ho¢
January 8, 2015) woul d¢t iimec rteca sact tlheea sdte f4 h i it ad wms o
changld woamduce the incentive at 30 hours per wee
to reduce hours among those who work around 40 h
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Introduction

The Patient Protection Paidl AdfinfRb dd-b B2 d& oGiatraei nAsc t (
several provisionspbobonseneduhegttbhmpbwyenge, part
businesses Thedproovibkyonel ahatt mosmall business
penalty for mnot providing health insurance, (2)
care for the smallest fir ms, and (3) small Dbusin
inceeplsan options and lower plan costs.
The implement st ipamvadfs itomes A GApeonncsoourreadg eh eeandptl ho yceorv
particularly those provisions that relate to s ma
attentio®s . .mpTlgyeedk®@ Atmg t o encourage employers to r
coverage to 'Sbemer mamptayaes hat the direct cost:s
related compliance costs WwG@dde bies duena giemgatt di s gna
employer penalty as related to small businesses
their administrative costs. Although the employe
employers with fewemutskart he(y empl apydesubbject to
could be panmtkiwmfg dadicsnilat i ons for employers that
threshold and considering expanding their busine
Several events ’hayvepathkmoenn ¢sdi ntchee 28BA enact ment 1in
The Supreme Court 71 il erce qiun r2e0mle2n tt htahta tt hset aACH
their Medicaid benefits to all adults wunder
of he federal poverty lupvetlo wtahse usntcaotnesst ittou t i
choose whether to expand their respective Me
health care coverag a nidn caofnfeo rwloarbkielrist.y a mon g
On ne 4, 2013, t h Depart ment of Health an«
nced timhagt eintf oir dient gy pui it chme MICAt hat t he

— e c

S ma Business He al
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weTr

e
h Options Program
x

not required

i
t
0
1
J
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1
n
e
On July 2, 2013, t
implementation o e employer penalty

( SHOP)
fhanges still opened in
of fer more than one
(0]

pl art

bama Administration ant
for al
administrative complexi.t

busi

f
the need to simpl
1

[§]
(]
K¢
t
from Mthkd4d StHOP2 @
0o
(]
h
y
[§]

nesses mbye wi ano dMpcpcmoprpdriinagt et op 1tahne.

1 For an analysis of other options to increase health insurance coverage (including some that are part of the ACA), see
Jonathan Grube€overing the Uninsured in the U,$lational Bureau of Economic Research (NBER), Working Paper

13758, January 2008ttp://www.nber.orgdapersi13758.pdf

2 This concern derives, in part, from the notion that small businesses are critical to job creation. Recent empirical
studies indicate that small business ownex lthfferent aspirations concerning the growth of their $jramd small,

new firms (i.e., startips) are more likely to expand than small businesses, generally. For further information reviewing

the theoretical arguments and empirical literature on dinalhess and job creation, €8S Report R4139&Zmall
Business and the Expiration of the 2001 Tax Rate Reductions: Economic bgsil@se G. Gravelle and Sean Lowry
CRS Report RL3254,Small Business Tax Benefits: Current Law and Main Arguments For and Againstbjhem
Gary GuentherandCRS Report R4152Fmall Business Administration and Job Creation Robert Jay Dilger

3 SeeCRS Report R42663{ealth Insurance Exchanges Under the Patient Protection and Affor@asieAct (ACA)
by Bernadette Fernandez and Annie L. Mach

“See Valerie Jarrett
http://www.whitehouse.gollog201307/02/we-re-listeningbusinesseabouthealthcarelaw. For more information
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and the s mal l

ACA, the employer pen ty busi
e ect beginning in 2014.
he t h

supposed to go 1into
On February 10, 2014, Depart ment of
t hat woauyl di mipel e ment ation of the employer pena
t hanf tllillme e (uFiTvEa)l eenm¥p 1l oyees (i .e., firms with
employees to 99 FTE employees) from 2015 to

This report analyzes several sM@A]lp Bledamuiseas that
there 1is no singlsenalpr ebenissich ed eAfCiAn i ttihams aofe paor t d i
that are relevant to businesses that are sometin
(e. g., fewer thiarms t5,0 0i te mprl oowiedess) .an overview of
sponsored health insurance. This rationsale infor
s mabluls i ness relevant provisions. Second,t it desc
to small business, including the employer penal:t
SHOP exchanges. Third, it analyzes each provisio
businesses. Lastly, this regoazddpeesenodtmesewvetrnt
the ACAmployer penalty and reduce its effects on

Rati Emaloarrffgyp hg§pons or ed
lth Insurance

ol
® =
L M

m an economiad tthe risnpenatainwee, alnd health care mari
t oftdeamffeaedenhd ahlocation of resources. Thi s
o k nmoawrnk eats, fdaeia dusr et o0 a mi s match bet ween de man
ause prices faiplr otdsm oasctcsu raankde tbw nacaffiéteso b o mh e

s pecptrievsee,n cteh eo f mnma ymaprrkpeuts tifeafialcuartei on for govern
emvetmtireesol ve inefficiencfiesLbumalies sgrtdhat € st
ected efficiency 1loss.

x B o o ="

ess to hgehe¢ehataspaadncepgsflelcadwert o society, tha
ficult for any individual partici.foamt 1in the
mheremonsur ede ¢ ntdlaey erdiusakimsit hhatt owarhterract cert ain
eAlsses, 11l withdodiuvtimiwahdt s pugltluinadleyd resources, esp
ir il ss becomes secmnil@¢hs negpettghBEhdatetr nadep
se extermnalitiesi nttoe rsioacliifeataygnsmaan ch ot b
the cost of health insurance. Therefo
lee amda rtkoe ta nmauyn desirable level of insura

m"'gﬁ""@_@ﬂ_} o =D o & o
(ov-emow..eg»—ho o T B S I I Vi)

» 550 0 T x T o

about the administrative effects of the delay,GB& Report R4315M@elay in Implementation of Potential Employer
Penalties Under ACAby Bernadette Fernandez and Annie L. Mach

5U.S. Department of the Treasury, “Shared ReFedeansi bility fo
Regster 85438601, February 12, 201Http://www.gpo.govidsyspkgFR-201402-12/pdf/201403082.pdf

6 This report updates and supersedes analysis in the ar€@R@&dReporR40775 Health Care Reform and Small
Businesshy Jane G. Gravellé&or analysis and historical context the alternative proposals put forward during the
legislative process that led tite enactment of the ACA, please refer to this archived report.

7 For more information, seEBRS Report R40834he Market Structure of the Health Insurance IndysigyD.
Andrew Austinand Thomas L. Hungerfor@avid Cutler Market Failure in Small Group Health Insuranddational
Bureau of Economic Research (NBER), October 188g;//www.nber.orgdapersi4879
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—
=

e prfiovra thee amaitribkdeittwipd e md & ymor e abbustahasr he:
an insurance firms and thosad who sgeike mailt] hedd 4
surance. This mdvkreste faAdwmars anss claddteidon makes
surance firms to predict cost8Alasnod eisntdaibvliidsuha Ip
de stthe most hemndgdgedn dctdhee B @ twhhhecaalhtshhyi er peopl e
ndetloerses heath care coverage. Because some hea
ver aagwe, 1 atghee priicmcodadashob@amwswe in the insuran
s healthy. Rising costs pushi mopubepaahgdye out of
l theecosts of insurance exceedntdhe,i bssioandeS i t s . 1
chosome amewitlol cowstt ,have health i1insurance.

addition, even 1if both parties are informed a
ditions or other characteristics that make us
have, or be abl ® ntdoi saifdfeoarldd, bhee allitnhi tiends uirna ntche
for hedto¢ htionnckoomreasncel n t his 1nstance, a lack
rage can still impose the same negative spil

O ® OO0 P WO @eo oo Pp - B

<< + B

o
e —og—ea o

= = o
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from the i1issuspi ofowvdwveefffftested et amnuminads u
ty as a whole can view health insurance not
a social insurance perspective, having more
clolmiancgr ois s more individuals, including, for
h, those who developed health issues during
ance due to a job® loss or change in employn

5o mM® » 0T B0~ oo —0o g mrm
5 0 = O w
)

o o

—

t-ypelsi mdc hamsiks ms have reduced the negat.i
ate health c¢ar eh emaprrkoebtl.e nMeodfo naadaveedrhsaes saedld
e e among t hsep oenlsdoerreldy , h eaanldt ke imgpm sodyiearn m¢ 1 ¢ E S
reduc¢bds mpmomhbkge sidir ki ng. pSoopmuel asttiaotnes also 1 imit va
pr e mi unh nc casdtdsiptrioowmi,d eEsSIa pooling mechanism that i
and thus takddtrlkees saedv dbroared sehecpinmigl ¢pmsdoate db out of
mar ket for t h'OFsSedlwiot It einldls Heoalrtelduce administrat i
such costs when individuals purchase coverage on
advantages are lessgseownedwpfoyebuesinesses with f

o~ <
I =
o o "~

ous
priv
ssiv

According t o ,e ctohneo mpipdi edefe @owfshqeerael @ h ¢ ahroeuolbdE me f i t s s
wages so that empliowewnsriamsg at lgab amat @ sdtor anfo ¢it nfdadcrea nt cl

8 Before health careeform, insurance companies often counteracted this adverse selection by denying coverage to
risky individuals or offering them coverage at higher insurance premium costs. Although this helped to address the
negative effects of adverse selection for insaeacompanies, it led to some individuals not having insurance even if
they wanted it.

Prior to the ACA, insurers’ practices in the individual ma
risk applicants, reduced the effects of advemection on risk pools but also lead to more individuals without

insurance. For more information on thERSREWTIRA3BPL i vate healt
Overview 6 Private Health Insurance Provisions in the Patient Protection and Affordable Care Act,(ByCAhnie

L. Mach and Namrata K. Uberoi

10 Some say that public policy should not encourage empkyyansored health coverage, as it may provide incentives

for some workers to stay in lepsoductive jobs to retain their health benefits. Under this interpretation, a market

failure in the health care market may be the result of a w
more productive ling of work, known aspportunity costs

11 Employer health insurance also benefits from the exclusion of premium contributions by employers from wage
income, which benefits taxpayers with income tax liability. Insurance benefits are excluded from the payroll tax,
although there are future benefitat partially offset the cost of the payroll tax.

Congressional Research Service R43181 - VERSION 13 - UPDATED 3
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difficulties tghhreoy pwosrdirdvaantded hpmnromh a s ¢ . Empl oyers 1

ndividuals may experience some of the same type
mpl oyee who has (or whose familiyn wmsh)en gg rsoeurpi ou s
oul d bley riFibghahdenei,ni st rative cosf esrmpmelrl efmplmesy e e n:
tudy estimates these cost®%Pearrhea pls8 % sh iag hreers uflotr, s
re more likely than small firms to-offer health
articipation rates.

wo cruci alcietlaedmermsstssarayyr et o address the probl ems

nd laekdoldi aiffy, especially for those with pree
ommunity pooling so that individuals with healt
aay substantiadhyg dipfevesntoprioer ehqeuailrteh most i n
ns urBaemcadsS®wf wo(rakserosir2 041y eadyyswawaenrceed pryovi ded
mployer (even 1if not ’st heemprl ooywenr,) ,s uscohmea sc otuhledi rd es
urther encaodersadgd@hbld Shenhefbad dof nHSrkies kmowoer kleorws

o purchase health insurance, thereby lowering o
f insuring workers with comparatively higher ri

OO =T O T ® 0 0

Overview of RPtevimgohse Small
in therdfAble Care Act

This section briefl tyhAdCeAs d¢rthialte sarteh ee sppreacviaslil gyn st eil n
busintAssmad. ]l busideé¢stmiepll d nwanud t hamd gdhiofuft e rt sh ef rACm
ot her conventional dscTthiptshe¢ ivoaspofohh smalfi bms iatk
provision varies.

Empl oBemal ty

ThaACA setspatt calcwdati whidmhpl degcressmabpieecg t o

mont hly piempfdosregydn ot providing health airndssuroafnce t h
“affor darbd d ¢ ¢’saecty fort WAisn prleevi AQAly mentioned, i
of the employer penalty was originally scheduled

12 Executive Office the President, Council of Economic AdvisEng, Economic Effects of Health Ca&eform on
Small Businesses and ThEimployees July 25, 2009.

13 Health care coverage data is available at the U.S. Census Bureau and Bureau of Labor Statistitsaki01

Insurance Coverage Status and Type of Coverage by Selected Characteristics, Current Population Survey,
http://www.census.gotthesivwwicpstable€)32012healthh01_000.htmFor critical analysis of ESI prior to

enactment of the ACA, see Thomas C. Buchmueller and Alan C. MoBhgilpyerSponsored Health Insurae@nd

the Promise of Health Insurance Refoidational Bureau of Economic Research (NBER), Working Paper 14839,

April 2009, http://www.nber.orgdapersi14839.pdf Note that the ACA contains provisiottshelp address some of

the authors’ criticisms (e.g., access to affordable ESI <co

“Some have voiced concerned that t h-incomeGaxfilerscluldaffdct Me di care t
small business owners. Besatthis provision is targeted toward individuals exceeding a certain threshold based on

their modified adjusted gross income, and not business income, it is omitted from analysis in this report. For a

description and analysis of this provision, 8#S Reprt R41413The 3.8% Medicare Contribution Tax on Unearned

Income, Including Real Estate Transactiobg Mark P. Keightleyand Tax Policy Center, Table T-0084, March 1,

2010, http://www.taxpolicycenter.orgumbersdisplayatab.cfmDocID=2679&topic21D=60&topic3ID=73&

DocTypelD=

15 SeeCRS Report R4115®otential Employer Penalties Under the Patient Protection and Affordable Care Act
(ACA), by Julie M. Whittakefor a more detailed explanation of the employer penalty.

Congressional Research Service R43181 - VERSION 13 - UPDATED 4
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Administration has delayed otrhef ipremmsa Iwiyt hu n5t0i [F TTE n
empl oyee to 100 FTE employees)

First, a business must e mpdrmwmgie ecimmlbchy eubkecs t o
employer penalty Small businesses wiPEoht afle wer th
FTE empks are calculated byiamédwwgktthse t(whol avem
hours per week or motrieme pdmpl dheesmumpgnr¥ pdt odrto
Seasonal workers are generally mnot included in d
Send, the penalty will be levied o#limeowohr&krerge e
who receives a health insurance premium credit i
began offering coverage in hhduhayel2@WddkeBemehha
purchase 1insur ancsep otnhsrooruegdh palna ne,mpalnody etrhos e e mpl o
necessarily face a penalty (these scenarios wildl
For employers s thbajneocutn tt oo ftdheeh epnegsamltatthyt,ry tan e mpl oy «
offfs insurance coverage. Even if an e¢mployer f f
empl oyer pheenaalltthy iinfs utdrlaensc en octo vises eatg stdlaer dACA or be i
afforadhadllbgqg@Ceatverage 1is consider éd raefqfuoirrdeadbl ¢ i f t
contribution to the plan do echso unsoeth oel xdc eiendc o9meS % oo f
t axablBA lye*:en]rth pl an i sa dceoqnusaitdee rceodv etroa%peo oivfi dteh e p |
greatenarial alue (1.¢e., the share of )the total
I f a large empl oyera foffofrednadd kcgoavimedr eaognee tohra tmoirse mnooft |
employees receives ppemiailmycisditthse, [ehs emowtfhly

onttwel fth of $3, 000 for each of those employe
exchange coverage or

onttwel fth multiplied by $2,0DMhemultiplied by
employees minus 30i fhe . wo pxkeemlpst eddi ef s¢o m3 0 f ul I

calculations of the penalty amount)

By comparison, a largangmpbogge whbdbldbessnbfjeoff
equal to

the numbetri md dampl dpwdds minoweBODtmudfiplied b
$2, 000 for momyt haappl icable
Afirm with no -tmomee wohrakne r3s0 wouullld neati mpa ywoa kpama 1l

i
causthd firm to be classified as | astgeaebecause of
wor kers NPna-ttihnee Ilwaow.k er s a@aultameo tt hes eadmdwntcadf t he

Bnotherwordse ven if a business 1is considered to be a “small bus
from the Small Business Administration), they can still be
ACA’s employer penalty.

17 parttime workers are converted to faiilme equivalent (FTE) employees by dividing the sum of-par¢ hours

worked in a month by 120. This pditne calculation is then added to the amount oftfolie workers to arrive at a

total FTEemployee count. With regaito multiple franchises under a single owner, the ACA follows the Internal

Revenue Service (IRS) aggregation 8§414llkoreingividual oreaniith g “contr ol
owns (or has a substantial ownership interest in) sefraradhises, all those franchises are essentially considered one

entity. In this case, for purposes of thelsDE-employeeule under the employer penaltthe employees in each of the

franchises must be aggregatediédermine the number of FTE employees.

BT RS has provided a safe har boZincdne forthismaculatigisécausenosb us e t he e

5

employers do not readily have information on an employee’s
19See 26 U.S.C. 4980H(c)(2)(D).

Congressional Research Service R43181 - VERSION 13 - UPDATED 5
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penalheypenalty payment amount will be indexed by
each subsequeanftt ecra li empd aermeynetaart i o n

Using 50 employees as the point fauwtlilwmhei ch t he pen
emplbees, a firmwwiug ly 5 ﬁnempboygesmonthly penal ty
employee (8D,)0060]R .[ (Th average per employee wou1
$800 per employee for a firm widhfSOmewmptl oy es;
employees; $1,000 for 60; $1,200 for 75; $1,400
average approaches $2,000 at a very large size
Small BEampdesger HealChrl d@dre Tax

Small businesses withedfeawrd thamagédé VwWAdFgeempetoy t
be eligible for a cre@ditpagfmempg tHfor5SQ@%ooffombe camp
beginni n’yF rionm 22001140. t hrough 2013, there was a tra
empl oyer muts t5 Op% yo fa tt hleeahseal th plan premium to b
tax credit is applied against the 1income tax, S 0
no current benefit and small empley¢he WwWmdh inad
current benefit. Credits can be carried backward
forward 20 years.

Ta-axempt entities, such as charities, are eligihb
taken against payroll taxes

Theedit is phased out by both size and average i
reduced by the number of FTE employees over 10,
average wage over $25,000 divided by $25,000.
For examplwith b@somefewer FTE employees and $25

e
will receive a credit of 50% of the?@hmpngeyser c on
to the size of the firmsomaxtmumayawntltbreadut di afiéd

ways:

1. If the average wage remains at $25,000 or 1 e:
the credit is reduced by 33%x{(mdatmiyus 10, al
33%)

2.1 f average wages r1rise to $30, 00e0s ,but size mal.i
the credit is reduced by 20% ($30, 000 minus !
a credit of 40% (instead of the maximum of 5

3.1 f both phaseouts are added, so that a firm
wage of $30,000, bophyther33%reddcthen26% §p°
combined phaseout would reduce the 50% maxi mi
contributions to health care premiums.

20 SeeCRS Report R4115&ummary of the Small Business Health Insurance Tax Credit Underb&@nie L.
Mach for a more detailed discussion of the small business credit and detailed calculations of théttax cred

21 pid., seeTable 4 for calculations.

Congressional Research Service R43181 - VERSION 13 - UPDATED 6
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Small Business Insurance Exchanges

Simn2clel 4, small employers seekingohehaadvteh bieresnur anc
abile tuhde€ XSHOPxch#¥fige. SHOP exchange is designed t
employers and their emplplyars owff dhrgirdoanipputrlcch as ma
mar Bet

Only qualified small empbtoyeascanlighble guabbfa
through a SHOP exchange health insuammce plan. E
October 2013 for the 20h4csahaveat hgemaptiPmi ¢no
empl cayseresi t her theower we mphhaodp 8elwroorh f e wer empl oyee

Beginning in 2016, small employers will be defin

A SHOP mus ti nampllioow edrarmtddo i ¢ @ s , thereby enabling ar
from a varietytofmabkeenavygelapteone i1its employees
rule issued on June a4m o0 t2 Obled ,r ehqouwierveedr ,t ca cSaHrOrPy wo u
choice fuamctiohmfdr more *han one plan) until 201

Potential Ef fo2AGAPs owfsCensabnpn
SmaBhsiness

This section of the report analyzes the effects
businesses. Specificalcloymp liita nacded,r ehsisreisn gi,s sauneds prre
some spesiAdcdddirgmations are set in the various
these provisions might extend to firms beyond th
gr owt h asriozuen dt htrhees hol ds ) .

Empl oyer Penalty

In theory, penaltiesashobhddghedpouglluce tHermsbjdh
not currently providwintgh hetal dthc awmsagiamg ecottlbe d,o Is
stop provind migabhea@anonmi ¢ theory suggests the pena
passed throughi miot il wgvde h evarg esma 121 fb ufsiirnmess sc aonwnoet r
pass on the cost in lower wages, the ddngher cost
the number®lmfliwdndkhads. with lower incomes, howe v
insurance premtiluen ecmatudd sptoyol s, whi ch whhiillle i ncr e:

22 small employers are not required to obtain health insurance coverage for their employees througB izsBiess|
Health Options Program (SHOP) exchange; the ACA explicitly states that enroliment in exchanges is voluntary and no
individuals or small employers may be compelled to enroll in exchange coverage (81312(d) of ACA).

23|n general, exchanges will offero mpr e hensi ve coverage that meets the standa:;
plans” (QHPs) . For more information aboutCRIReMst and exchang
R42663 Health Insurance Exchanges Under the Patient Protection and Affordable Care Act Gd®9rnadette

Fernandez and Annie L. Mach

2478 Federal Registe83233, June 4, 2013.

251n the long run, the labor supply is relatively fixed (inelasii¢ith a fixed aggregate labor supply, total payments to

labor are fixed at any point 1in time. The compensation a f
any fringe benefits (e.g., health care). Thus, firms will respond to any indretie price of offering those fringe

benefits by reducing either the value of the fringe benefits or the value of the wages.

26 Firms in capitaintensive industries might have less ability to pass any additional costs onto their workers.
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also increasing cost to theagedetonat hgeFegoerf o megoi fi
sonieis mpaying a penalty may be mohraet fneeaestisb Iteh et h a
ACAS <coverage and affeeopedahialidtyy idft athédanrds mpl oyee
the wagel owaned bienlionmm nt hwea gne .

Any e x efrrpotmi otnh e e mbd oyadmmpmlpeynmeaecdsteyadal di sincenti ves
addwopgkers. BecmpoeoectshehACAul,l dyiekneavlietltye (aotf tac ns pe ¢
referred)iffdJamsadditionanlt ewnmplllo yterei gagte rt haa ts ipgonii f i c
di scourage expansion. By p hraisgsi entsgh wione otdihterrigseen a l t y
gradaabll yhe disincentiowebdats manyl esrpeci fic point
The number of small busidnbysethetkbmplogeldpbaadfp
could be affected has been the subject of some n
not subject’AMerthe2pd&ayl of. very small @mployers
empl oyedds eangpsk)awe¢ul d not be subject tlmdeCtAhe e mpl oy
found that 56% of respondents empdwyeder ptaadtyor w
believing they will be required to provide group
nmber of empWobektbemmgi P have to pay a penalty
group cHverage.

Data from ths CdddusStBuisadaucs of U.S. Business (
approximate the mnumber o fpefniarlmsy ebxeecmputs ef rtchne yt hdeo
enough employees to put them over the threshold.
and wages that are useful for analysis of the AC
using SUSB datme ntal taineasl .y z&p eAcCiAfktnidmep heymp Ifaal e s ¢ o
equally as employees in the SUSB dataset, wherea
of FTE employees. Thus, estimates based on SUSB
baffected by the ACA employer penalties are 11ike
disaggregatet iwnae kermpadyt datudd, it is also difficu
which firms will be exempt ér ofne wdmep awlholrlktey she c a
Data from the SUSB suggest the vast majority of
simply due to their clapl®pmethimployadrn Bstrkdnmd own i n
fewer thanamn@Md ad¢rhpulsoypaes not 1likely to Haeaffectec
to th®ihe sd zexempt businesses accounted for 27.6
bussaeswith 50 or more employees in 2011 that <co
penalty (simply based on their size) employed 72

2’Formoredisussion of projections on the ACA>s effects on healt
Gruber, “The Impacts of the AffordabNationliaxdournekt: How Reaso
(September 2011), pp. 88®8 and Casey B. Muflia n, “Health Reform, the Reward to Wor
New York Times Economix Blddarch 6, 2013http://economix.blogs.nytimes.coB®1303/06healthreformthe
rewardto-work-andmassachusetts/

28 gHealth Inc. Small Business Owners Unaware of Exchanges and Misunderstand Mandates and Tax Obligations

Under the Affordable Care Act, 2011&tp://news.ehealthinsurance.cotin/68/20132/
eHealth%20Spring%202013%20Small%20Bus%20Survey.pdf

29 For a table containing data analysis ofealiployer firms, see th&ppendix. As discussed earlier in this report, the

Census Bureau’s 2011 Statist i cronemploydss(i®., sedpleyédne ss dataset d
individuals). These seémployed individuals are excluded from analysis in this report because they could be working

part time as a side job (and possibly covered underanemgloyes ns or ed plan ojJorworkihp ouse’s gr o
full time (and not subject to the employer penalty). If-seffployed individuals are included among the number of total

firms in the United States, then the share of businesses potentially subject to the employer penalty would be smaller.
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Table 1. Employment and Payroll Characteristics of Employer Firms, 201 1

Average

Number Annual Number Average

Enterprise of Cumulative Payroll Per of Cumulative Annual
Employment Employer Share of All Employer Employe  Share of All Salary Per
Size Firms Firms Firm es Employees Employee
4549 34,003 96.2% $1,481,970 1,263,505 27.6% $39,882
50-74 26,979 97.6% $7,021,135 4,677,761 31.7% $40,494
7599 77,777 98.3% $1,731,250 3,199,218 34.5% $42,089
100-149 37,335 98.9% $4,869,629 4,260,619 38.3% $42,672
150199 35,212 99.2% $3,616,965 2,992,069 40.9% $42,566
200299 17,372 99.5% $10,146,307 4,025,425 44.4% $43,787
300399 16,637 99.6% $7,041,336 2,635,522 46.8% $44,449
400499 7,641 99.7% $11,508,051 1,953,802 48.5% $45,006
500+ 17,671 100.0% $169,517,511 58,427,653 100.0% $51,269
Total 5,684,424 100.0% $908,605 113,425,96 100.0% $45,535

5

Source: CRS analysis of U.S. Cenguseay Statistics of U.S. Business Annual Data for1201
http://www2.census.goe¢onbsusbdata?011ls_state_naicssector_small_emplsize_2011.xls

Note s: An enterprise is an employment or a business consisting of one or more domestic establishments that
were specified under common ownership or control. The enterprise and the establishment arentiecfea

single establishment firms. Each medtiablishment company forms one enterpriEeployment is defined as

paid employment and consists of full and garte employees, including salaried officers and executives of
corporations, who were on the payll in the pay period including March 12mployment is measured in March,
thus some employer firms (e.g., staps created after March, closures before March, and seasonal firms) will
have zero employment and some annual payroll

When accoualttihn gi nfsouwr ahrece offer rates, the number
subject to the employer penalty decreases becaus
health insufTaanbdschowyvedage.on health insurance of
the Kaiser Fami2loyl 4F Anmdiatl i*dFmp mey evi t hutbed ween t h
nine employees wereckesoverhgkythano fffdmsi ws wthaun

30 These health care offer rates are not the same as employe takes. For simplicity, the analysis in this report
assumes employees take up emplapmansored coverage rather than seek individual coverage in health exchanges or
choose to pndiyidual peealtyAn€tead of a regular health care premium. This latter assumption might not
hold for some workers (e.g., younger, healthier workers).

31 Kaiser Family Foundatio(KFF), Employer Health Benefits Annual Sury2914 http://ffiles.kff.orgattachment/
2014employerhealthbenefitssurveyfull -report In the past, the share of employers that offer health insurance has

been higher than the sharelof¢ wor kers that take up their employer’s plan.
analysis instead of employee talke rates because a number of decisions affect the latter statistic. For example, some
employees may not t altkplanbegsause theyican ohtaingcHeapgr errmbre comprehensive

coverage through a spouse’s or family plan or because they
insurance premiums. How the full implementation of the ACA will affeese statistics is unknown. Although some

employees might be affected by the other ACA provisions that began in 2014 and are set to begin in 2015 (e.g., the

individual mandate, insurance premium subsidies foritmeme workers in individual health exclges), these effects

will probably not have a major effect on the number of firms that could be subject to the employer penalty.

32 The KFF survey does not report data for firms with Wworkers.
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2013, 83% of fi
compared with 9-1%90otwofkems winwdhI80 of fi

Table 2. Percentage of Firms Offering Health Benefits, by Firm Size, 2014

3-9 10-24 25-49 50-199 200+
Year Workers Workers Workers Workers Workers
2014 44% 64% 83% 91% 98%

Source: Kaiser Family FoundatiqiFF) Employer Health Benefits Annual $@0Myp. 43, http://ffiles.kff.org/
attachment2014employerhealthbenefitssurveyfull-report.

Note: The KFF survey does not report data for firms witkRlworkers.

r ms

r ms with fewer than 50 workers

w1

of
t I

Assuming the firms offering health care benefits
than 0.2% of all employer firms could be subject
coverage provided bys emtpd wdeerirndgs mfefeftosrbdtahbel eAGA d a «
with the vast majority of these firfis having bet
Al though the firms with more than 50 employees a
idabl)e only about 2.4% of all employees work 1in
insur*Some. amalmustas i ons indicate that the ACA wil
bus iheeaslst h ¢ ar e¥®Icno vietrsa gFee brrautaersy. 2014 Budget Outl c
Budget Office (CBO) estimated that the employer
aggregate demand for labor in the short run (as
providi ngr ahnecael tcho vienrsauge ) wuntil businesses can ad
tiMkn the long run, CBO predicts that workers wi
or participation in the labor marbatumpdsed as t
wages fall

Theserdwmngffects likely would be minor. CBO proj

20FfF€omparing that number with labor compensatior

is less®CB@®@nh&s | Pntdhiec altaebdo rt hraets ponse to a

which 1s percentage change labor supply

33 This calculation is computed by multiplying the shareroptyer firms (as shown ifable 1) times the share of
firms that donot offer health benefits to their employees (as indicated by the KFF Employer Survey data), and t
summing these numbers for firms with-599 workers an@00+ workers to arrive at a total estimate. In numerical
terms, this is: (0.021 x 0.09) + (0.008 x 0.02) = 0.00205, or approximately 0.2% of all employer firms.

34 This calculation is computed by multiplying the cumulative share of employees by emjztey@ssshown iTable
1) times the health care offer rates for the respective firm size found (as shdablér?), and then summing these
numbers for firms with 5@99 workers and 200+ workers to arrive at a total estimate. In numerical terms, this is
(0.133 x 0.09) + (0.591 x 0.02) = 0.02379, ppximately 2.4% of all workers.

35 For example, see Linda J. Blumberg etlaiplications of the Affordable Care Act for American Busin€hs
Urban Institute, October 2018&ttp://www.urban.orddploadedPDF12675Implicationsof-the-Affordable-Care Act-
for-AmericanBusiness.pdf

36 See Congressional Budget Offidde Budget and Economic Outlook: 2014 to 20==bruary 2014, p. 122,
http://cbo.gowgitestefaultfiles/chofilesattachmentd501630utlook2014. pdf

37 Penalty estimates can be found in Table 1 of Congressional Budget Offitg,d at e d Est i mat es
Coverage Provisions AApril 20 httpsVinivecbalgaditéstiefadtfilas/é5234 ¢ t , ”
ACA_Estimates.pdf

38 abor compensation was $8.9 trillion in 2013. 8eeeauof Economic Analysis, National Income and Product
Accounts (NIPA), Table 2.http://wwwbea.govTableindex_nipa.cfm
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approximately 0. 25. Thus, the employer penalty W
force.

The CBOdirspwsses the effeadtme ovfortkhed upge maolntcyl uadre sp
evidence of such an effect or the idea that 1t w
estimate the effect of a benesf,itwhfirohm ache aptewrd y n
concludes indicates the employer peRalty will be

Small BEasmpdlesger HealChtl dfdre Tax

Thedecetamtended to enoobwerghi sm@kdtra geubnsect to t he
e mpl pyganalntdy )v eirnyc olmoew wolr kiemts . Colthmi t ¢ £ €Tnpdn tThaex at i o
CBO 1inesttiiathadtyed t hat taxpayeirosr elooutl dt hcel a2i0Oml Ou pt atxo
ye#®Pespite informing approximatatyabl $omlilpibhet

credilest,ernal RelvRhapoSteditlkat 228, 000 taxpayer
a to$2a718 anfi 1 1 "&dn20h220é&pPport by the Government Acc
said the number oofm ftihremsc rtehdaitt bweanse fsivt@efidl 4fmra 1 1 e r
report: 170,300 small businesses claim¥d a total
11

According htto aGA@®age tax credit ¢l aficamedl by s ma
receivetdh thaer deadedit in 2010 was $2, 748.

GAO found the amount of small businesses that ap
factFarst, many buthienavas ddwme ssmafldlotobegnniaté€ati:
insur able et us nemgledsast woul d ot her wi s(e8 3b% beyl iogniebl e f
estimndenot offefflheaddhtiaonpréat®Wadil dmpldygidlte
the partial credit d4Skt cmmtdno feffet hies eufsemmadd iempl Q
health insurance, s omebececnmpulsoeytchehsy yd edcblfiidnt etdh eciorv e r a
share of thhigmdmry mimanl. ] Tbusinesses felt*®claiming

3%Linda J. Blumberg, Matthew Buettgens, Judy Feder, and John Helatgitations of the Affordable Care Act for
American BusinesdJrban Institute, October 201&itp://www.urban.ordJploadedPDRI12675Implicationsof-the-
Affordable-CareAct-for-AmericanBusiness.pdf

40 _etter from Douglas Elmendorf, Director of the Congressional Budget Office torbtoiedNancy Pelosi, Speaker of
the U.S. House of Representatives, May 25, 206&p;//www.cbo.gowitestiefaultfiles/cbofilesftpdocsl 13xx/
doc11379&mendreconprop.pdf

41 Treasury Inspector General for Tax Administration, Affordable Care Act: Efforts to Implement the Small Business
Health Care Tax Credit Were Mostly Successful, but Some Improvements Are Needed-A0B] September 19,
2011, http://www.treasury.govigta/auditreports2011reports201140103fr.pdf

42.S. Government Accountability Offic§mall Employer Health Tax Credit: Factors Contributing to Low Use and

Complexity GAO-12-549, 2012http://www.gao.gowsset800590832.pdf GAO’ s i ndependent audit we
the U.S. Department of the Treasury’ s [ n2§00@&smalr General fo
businesses applied for the health care credit.

“This estimate is based on Medi@lExpenditure Panel Sutveyeey.S.of data from
Government Accountability Offic&small Employer Health Tax Credit: Factors Contribgtito Low Use and
Complexity GAO-12-549, 2012p. 10,http://www.gao.gowsset800590832.pdf

4 bid., p. 12.

45 bid., p. 13. ®me tax preparers said that it takes their clients from tveigtat hours, or possibly longer, to gather

the necessary information to calculate the credit and that the tax preparers spent, in general, three to five hours
calculating the credit. If a small business tax accountant charges approximately $122 arha@uspthll business

owner would likely need to project a tax credit of at least $350 to $600 just to cover the cost of hiring an accountant to
calculate the creditin addition to the cost of the time spent gathering any necessary inforn@fi@hused this

figure from a2008National Society of Accountanssirveythat estimated the hourly taxeparer fee to be $122 an
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Small Business Insurance Exchanges

The healthseachangdswith the ACA, notably the SH
address some of the inherent disadvantages for s
health ®The DPOhhsKaiser Family Formuempartticod tamatua l
among s m@ddfifnaedinsas having n3otwoorfkfeerrsi ntgo hle9a9l tvho rbke
3% cited Htilgch most ampf oeason doing so (compared
201°I)f the ACA programs (includionfg hSeHaOIPt h xicrhsaunrgaen
premiums, more of the smaller firms may offer he

As with individuals, very small firms that have

relambvel gostly will bemabd et B mo lpgh cthihes eSH@BR ur an
e xchahore ssome small fir ms, the SHOPl exyhaogbeycon
enable them to offer health coverage at a 1ower
pri vatger osunpa Imar ket . tThel scasse pfaart iscmalalr Iyus i nes s e s
with a higher risk profile. The costs of these p
insuring rel awiilvle llye rs prka & df iaf andlahshse snes dpyl wmdntdh e r

reduceobhempof a d®Fdmrme svdl dcthiemnht chweewlk de,nspeleo yae e s
rise Im xzwgptcase, the SHOP exchange also should
reduced admifnricsmh rppcalvien g omadrse businesses under a

Potential Revisions to Addres
Empl oyer Penalty

Aside from concerns abou¢r choanwpel icahnacreg eadn dt haadtmi tnhi es
penalty creates incentives for some empleyers to
actiogdmdo®ouraging firms to avoid hiring or to 1 ¢
pendli tmy t , s icgrneiafsiicnagn ttlhye -wcamogset woofr kheirrsi,n ga nldow ncour
oeduce the housschefudmpl drgenefteoa wor k pa

=

Still, an argument could be made that there 1is n
firms that would be affected. As noted earlier,
to occur are limitadttetae headgustharg FWhHroff i f msmg h@t

hour.

46 For more information on SHOP exchanges and current status of implementatioR$&eport R42663{ealth
Insurance Exchanges Under the Patient Protection and Affordable Care Act,(&CB&rnadette Fernandez and
Annie L. Mach

47 Kaiser Family FoundatiorEmployer Health Benefits Annual Sury2914, p. 51http://files.kff.orgattachment/
2014-employerhealthbenefitssurveyfull -report andEmployer Health Benefits Annual Sun&9i3 p. 43,
http://kaiserfamilyfoundation.files.wordpress.c@®1308/8465employerhealthbenefits20131.pdf

48 These issues are discussefExecutive Office the Presider@puncil of Economic Adviser§he Economic Effects
of Health Care Reform on Small Businesses and Their Emplage25, 2009http://www.whitehouse.goassets/
doaimentsCEA-smallbusinesguly24.pdf.

49 Some of these concerns are summarizélcestimony ofLarry Schuler on behalf of the National Restaurant
Association, in U.S. Congress, House Committee on Energy a
Impact on Jobs, 112Cong., ® sess., March 30, 201kttp://www.restaurant.orflownloadsPDFsAdvocacy/
20130313_hc_energycommerce_nra_testymandTestimony of Tom Bouchesn behalf of the National Restaurant
Association, in U. S. Congress, House Committee on Energy a
Impact on Jobs, 113Cong., ¥ sess., March 13, 2018Bttp://www.restaurant.orflownloadsPDFsadvocacy/
20130313_hc_energycommerce_nra_testimony
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insurance coverhagse )obsOemrev efd rtehcaats tperroj ected empl o

implementation have not been very largle, which

n

Al sptniso t o kxbkbeampwi bhe ifrecdreeraasl ecbowddugee ttaor yl ost r1r e veni

from thdcpendlthg to CBO, the employer penalty wi
over 1°I ny eaadrdsi t i on, if the exemption caused firm
government outlays for health insurance premium
This effect would be offset by a redpeed, cbhDsom(ft
tax exclusion of health insurance from the 1ncon
Nevertheless, some stililonmay of etehle teommcpll odyeed e tpoernma
moderate potential 1ssues. Thdssistelcd iroaviosfi dthse a
provides some examples ofomggieslsatibart prtopos adti
reflect an exhaustive lkthat ehamgesi bre opttidemds o
Eli minate the Employer Penalty
Opposition rtopernal teynpilsoymost often centered on i
margins, other possible 1abor martkieme dtiissntdourltli on s
workers), and compliawgcetcoest hatve oefmptlheeyd ecfusr r eSot m
employer penalty, arguing that its rep¥al would
In contrast, Smegbddd swoml d heavd3eliminated the
replacement provisisenfohanhowooffepenglheel £fhr mns
quality & cost level

As previously mentioned, the employer penalty 1is
begin offering health insuranc®otoempbstyeemptoye
already offer coverage, the employer penalty ser
disincentives for firms to decreaseshheerafigehef
premium costs

50 See comments of Mark Zandi indicating the predicted employment effectdowerethan expected and appear to be

modest inDanielle Kurtzleben® Bus i nesses Appl aud.S ANéws and Warld Repodidy 8,12@13,Ac t , ”
http7//news.yahoo.comlsinessegapplaudaffordablecareactdelay135819141.html ylt=

A2KJ2UbEatRRW30AENDQtDMD

51 Congressional Budget OfficelpdatedEstimates of the Effects of the Insurance Coverageistoms of the

Affordable Care ActApril 2014, p. 14http://www.cbo.gowgitesfiefaultfiles/A5232ACA_Estimates.pdf

52 For example, see Linda J. Blumberg, John Holahach Matthew Buettgens, t ° s No Cont e s t : The ACA’ s
Mandate Has Far Less Effect on Coverage and Costs Than the Individual Mdddzte Institute, July 15, 2013,
http://www.urban.orgdublications412865.html Ezr a Kl ein, “Obamacare’s employer man
s houl d b eTheWaphingtdn Pabst,Wonkbjaly 2, 2013http://www.washingtonpost.coimibgsivonkblog/
wp/201307/02/obamacareemployermandateshouldntbe-delayedit-shouldberepealedla nd Tyl er Cowan, “Rep

the employer mandate altoget he rhttg/madginalgevolutioni.comrRe vol ut i on Bl og

marginatevolution201307 fepeaithe-employermandatealtogether.html

53 For example, see tigmall Business Health Relief Aof 2013 H.R. 1558 S. 29 and the American Job Protection
Act (S. 399. None of these bills have been reported out of committee.

54 Much of this logic is based on resgamertaining to the use of coverage mandates in the health insurance market.
For example, see Jonathan Grul@@yering the Uninsured in the U, 8lational Bureau of Economic Research
(NBER), Working Paper 13758, January 200@p://www.nber.orgdapersh13758.pdf
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Change the D@&fuilldiinféeioo nd 0o PRRoru re e k

In th@ongdress, the Save Am#r R9gawoOWdrkaeths nket tdfe
ACA defi ffivtlil’afer oonf 30 hours per wrPerk ptaoseddf hour s
this revision arhgouver tpheart weheek cduerfriennitt,i o3n0 i s un
““raditiofaf a&ttifomeldlawrodsker i n many industries, t

u s
hu

calculations a¥ldn caodngil ti iaaonf,e tphres greenveinstishopuar gue t |
definition encourages employers to reduce the nu
reducing saphywothedecrettasmetwor kambeandfrédbte
compliance @CAst(orwitthle tshezeAof their employer pert
based -toinmef uw¥INcktea,s )as discussed bel ow, t hat t he 1
penalty could be eliminated by imposing the pena
As shawabm3d e2013 census data indicate that the maj
work 40 hours or more per weektyplihealalve rwegrk wulk
is 42.6 hemobpsepethhwaetkhkdeFTOnition of an FTE empl o

Table 3. Persons at Work, by Average Hours Worked Per Week, 2013

Distribution of Workers Across All

Hours of Work Industries
1to 14 4.7%
1510 29 12.2%
30to 34 7.4%
35t0 39 6.9%
40 43.8%
41+ 24.9%
Average Hours, Total at Work 38.6 hours
Average Hours, Persons Who Usually 42.6 hours
Work Full Timea

Source: U.S. Census Bureau data publisheti8. Bureau of Labor Statistickabor Force Statistics from the
2013 Current Population Surveéyat http://www.bls.gowpstpsaat19.htm

a. The Census Burtbmedwbir kesdbaasfabmeone working 35 hours

Several employer surveys indicate thdhoumosst 1 esp
inesponse ’st odetfhien iAtCiAanre ovfork efrul According to a 20
by the International Foundation of Employee Bene
966 employers surveyed said theyo htalvaet atlg wett edmp
qualiftime WhAickceorrsdi ng to a 2012 survey of 1,203

55 0On January 8, 2014, the House padserl 30by a vote of 252172,

%S en . Joe Donnelly anmh Cherne.” sS uDseafTiinet liloonm solNfe @bttt vi s i ng, ”
Journal, July 18, 2013http://online.wsj.condrticle/SB10001424127887323309404578611490682767344.html

SFor example, see Mark Peters and DWallgtieatJourBatldnkaiyd8, “ He al t h
2013, http://online.wsj.comdrticle/SB10001424127887323635504578213502177768898.html

58 International Foundation of Employee Benefit PI&&3 EmployeS p o n s o r ed He al t h,2@3,r e: ACA’ s |
http://www.ifebp.orgpdfiresearct#103ACAImpactSurvey.pdfor more details on the survey methodology, see the

s

report’s introduction.
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Mercer, a global business consulting fir m, 6 8% o
of fering health covékiage3fDooal motOmphleay ssausrpeoy swe e
with fewer respondefBts support these findings.

I n ddition to surveys (which may or may not be
by he employer penalty), psiomec arle saenaarl cyhseirss ohfa vber
use data. A 2013 study conducted by the U.C. Ber
approximately 2.3 million workers in firms with
workers) were most ivnu ltnheeriarb Ilpea ytroo lal rheoduurcst iforno m m
week to less th%Thhe3s0e hwourrkse rpse rwewreee kmost 1y concen
industry. In contrast, a 2013 study conducted by
for EcodhoBndlci aym Research found that less than 1%
the "ACAulme threshold (26 hour®Jprgemwsee®s awd 2Ba he
study uses more recent data and tisr o rodmdityi @an smo
Unlike the U.C. Beskadgy Lebgesn€f€adyehdkBhkecaptu
initial’remplomyerss t o s hi f thionupresweoerkk ecrust obfefl obwe ct ahues e
according to the ACA, otdhef obra sneelaisnuel Tregae saprif o geame ts p
began in 2013. Al sosthdygdbrsdrracdpBakers more 1 ¢
the labor market; Tfulmedreear ecafiped nlkiekles ] ¥ wtoa kh en gmame e r
in the oldee thatnmnobeocnuomygy WwWhs in an earlier stag
Changing the cutoff from 30 hours per week to 40
incentive for oernep | woyrekeestr steotasmtldpi afubsuid actually pro
greater ifnicremmst inwet ftoor of fer health insurance to
the defintdt menwofkarfabl 40 hours per week would
for empl oyer s *htoourrse.d uAded iwtoiroknearlsl ync mbnedempl ke f
more wor kteirme tsot ptaur st ACAn tedomurao doblicdhwmsi t h e n
disruption to their hwotrdsfd9? cleforudhth o mtlack 12e9r hforuorns .4 0
If the 1ncentive tlel irmeet asitna ttuhse 1irs wdoirnki enriss hoend ,f ut h «
compelled by the employer penalty t AsofStheorwnheal't
iTab3d emore workers are alospareweb kst bredhat dundanhe
hour threshold.

CBO Ho Reads3 0costing $53. 2°0fi tBid@nbdvdi ohOrygeoaemnue

s
$31.8 billion is due to a change 1in revenue

and

workers (and their depesnplemstsr)e dvhloe alotshe itrthscu ra rem

seek coveragsubni pogwedmsme nAtc c oF.dRi.wg3ult 6 C€CBOu ¢

59 Mercer,Health Reform Poses Biggest Challenge to CompanieghetiMost ParTime and Low Paid Employeges
August 8, 2012http://www.mercer.ugptessreleased472805 Det ai ls about the survey’s
statistics of the respondents are inatuded in this press release.

60 For example, see Towers Watsblearly Half of U.S. Employers Contemplating Changes to Reward Programs in
Light of Health Care Reformdune 13, 2013ttp://www.towerswatson.comnPress201306/Nearly-Half-of-US-
EmployersContemplatingChangego-RewardProgramsn-Light-of-HealthCareRefornm and ChallengeGray &
Christmas, Inc.Majority of Employers Plan to Maintain Health Coveradane 26, 2013,
http://www.challengergray.compressPressRelease.aspx®2ssUid275

61 U.C.Berkeley Labor CenteRata Brief: Which Workers are Most at Risk of Reduced Work Hours Under the
Affordable Care Act?February 201Http://laborcenter.berkeley.edh@dthcarefeduced_work_hours13.pdf

62 Helene Jorgensen and Dean BaRée Affordable Care Act: A Hidden Jobs Kille@enter for Economic and Policy
Research, July 2018ttp://www.cepr.netiocumentgiublicationsacajob-killer-2013.07.pdf

63 Congressional Budget Office, Cost Estimatd.R. 3Q Save American Workers Act of 2015, January 7, 2015,
https://www.cbo.goydublication49873
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number of people receiving ESI by about 1 millio
coverage through ’Mbkedailctahi dl,n stuhrea nCChei 1Pdrroegnr a m, or h
between 500,000 people and 1 million people; and
500, 000 people.

Exempt More Fi-Fmeomet Empbwyees

me are concerned t hratp etnhael teyf fceocutlsd obfe tchoen ceemmptlro
rms in certain industries TtEhaptl oayreee Itahrr gges heonl odu g
at primar-idgomenpwerykdmowmsw ( who are Jdodpsosc kleitkel y t
emium mc oesthpsd pogfe yao r e d hedad d dme | wantkee rlsoi wt windi tt y

nstrained 1in t.heFiarc ehdo uwsiethhoalkde dbaucdpgnegtcsh he kr t o ob
ailtshur ance ¢ o vienrcaognee, wmwarhkiekptsbeyfve nl vag®s t o bene f
With the option to receive a government subsidy
of l-iomrweame workers could look to the individual

employer does mnot offer aff olrdd atbrlieg gceorv ear apgeen.a 1ltny
empl oyer.

The
a
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nt to which -fiheomestwonpaktrensanldet Weenrnmbodno
m to small businesses 1is unclear at this
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states, or find it cheaper to pay the
f whi c hr wtohuel de mpolto yterri gpgeenal t y. Accor di
tional estaurant Association, 43% of employee
d u$Merdyi.a reports indicate that previous estima:
ployemmpamgalstoyne industries (particularly the 1
wnward in light of m&re recent analysis of the
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To help increase 1 ns "rnacnocnee cwoowekreargse, atnhoen gA ClAo wenrc |
for states t o chxopuasnedh oMeddsi cwaiitdh ti ncomes up to 133
Line %AsPLs)horabd ien his would include families with

0
1

6See Quantria Strategies LLC for the SHealhlhsur@haesinithee ss Admi ni
Small Business Market: Availability, Coveragedahe Effect of Tax IncentiveéSeptember 2011, p. 28,
http://www.sba.gowitesfiefaultfiles/386tot.pdf

For example, the median age for a worker in “food service:
trade. ” Thoicso ndtartoal dfooers firm size. See Bureau of Labor Stati
Population Sury y (2 fottp:/Avvw.Bls.govepsindustry _age.htm

66 SeeTestimony of Tom Bouchean behalf of the National Restaurant Association, in U.S. Congress, House

Committee on Energy and Commerce, Subeoi t t e ¢ on Heal t h, Ob a"fong.aftsess.s I mpact on
March 13, 2013http://www.restaurant.orflownloadsPDFsAdvocacy/

20130313 hc_energycommerce_nra_testimony

Tom Gara, “Obamacare and ReThaWal StreehJowrnaGorparatesintelfigerica t han Fear
Blog, May 14, 2013http://blogs.wsj.contorporateintelligence201305/14/obamacarendrestaurantdesspainthan
feared/

68 SeeCRS Report R4199Nefinition ofincome for Certain Medicaid Provisions and Premium Credits in ACA
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as modified adjusted gross 1income, or MAGI) up t
a family of five (in 2014).

—h
=}
-

Table 4.Annual Income by 201 4 Federal Poverty Level and Family Size
(for the 48 contiguous states anddtDistrict of Columbia

Federal Family Size
Poverty
Line (FPL) 1 2 3 4 5
100% $11,670 $15,730 $19,790 $23,850 $27,910
133% $15,521 $20,921 $26,321 $31,721 $37,120
150% $17,505 $23,595 $29,685 $35,775 $41,865
200% $23,340 $31,460 $39,580 $47,700 $55,820

Source: CRS calculations usithSDe par t ment of Heal th and Human Services (
Gui d e Ihtiphase hhis.ggwverty/ldpoverty.cfm

Notes: The poverty guidelines are updated annually for inflation. For space considerations, this chart was limited
to households with five people, but the FPL can be calculated for larger housélyaddisling $4,060 for each
additional person to the 100% FPL basee Poverty guidelines for Alaska and Hawaii, which are greater than
those for the 48 contiguous states and DC, are available on the HHS website.

However, no¢xpe¢ttedatesP®EoprendhMedi chad.

do not €
with homcescemhe Ibddetiween 100% and 133% of the FPL w

credits in°the exchange.

X
(o}

Firms with workers just above the FPL have sever
not plan to expand Medicai der nSaotmiev eesmptloo yneirnsi neiozuel
of compliance with the ACA or minimize the size
employer i1is limited by the ACA in its ability to
sharing, the empd ogemecolu]l dod msmi ¢ f mbabor costs

could include reducing the number oifntceumrsrieme or
modes of production, 1f possible); reducing the

wokrer s f-riome ftudhpastatus); anwagiéddeéwaciemg iintgs twer k
number of employees as well as reducing the aver
effect onsapo¢mpltonér ACA penalty. Anecdotal medi
businesses coaddt phoali tdlm ol dne wtt’h at thoed eAeCaAg e st and a

coordinated by Christine ScptndCRS Report R41210Jfe d i cai d and t he State Children’s H
Program(CHIP) Provisions in ACA: Summary and Timelibg Evelyne P. Baumrucker et al.

691n its 2012 decision iNational Federation of Independent Business v. SebdfiasSupreme Couhield that the

federal government cannot terminate current Medipeagram federal matching funds if a state refuses to expand its
Medicaid program. If a state accepts the new ACA Medicaid expansion funds, it must abide by the new expansion
coverage rules, but, based on the Couwrpinion, it appears that a state carusefto participate in the expansion
without losing any of its current federal Medicaid matching fuS@eCRS Report R4166ACA: A Brief Overview of
the Law, Implementation, and Ledahallengescoordinated by C. Stephen Redhead

b}

“For the latest status of states decisions to participate
Status of State Action on the Medicaid Expansion Degibttm//kff.orgimedicaidstateindicatorktateactivity-
aroundexpandingmedicaidunderthe-affordablecareact/.

71 See Testimony of Diana Furdutt-Roth, Senior Fellow at the Manhattan Institute, U.S. Congress, House Committee
on Energy and Commerce, Subcommittee on He@lth,a ma c a r e * s ,[148pCGonrgt,  sess., Marchb 13,

2013, http://docs.house.gaweetingdf/IF14/20130313100443HMTG-113IF14-WstateFurchtgottRothD-

20130313.pdf
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as a means to reduce the severity of their emplo
than the fTull penalty).

Ho we vheerp t itoenmp Ifooyrer s t ot p a-b ®» wewime kaerres olsitnsi t ed i n t
ways.ddbwnward pressur &ec ontuhses gneisn iinsu nl iwnaigtee dpr ovi d.
for wages (particularlygdvancaadmd klrdbkasmmdbhaeatesrequi
a f'srambi lity to attract tke abdatr gwor comse@whiasch't
groWA9y .a result, s mailnlc eemgpll oyeess awrie hl edsosw 1 i kel 'y
of fer health insurance coveragienaem@gbmypyeaecsed( toe |l
Tab4d 8econd, the ACA Hu mmiineosudtldde rexqud mte et r work
a larger share of Spmplidy «a |l eraflfttolr adbacddued/fi etrliea f or
ACA | iemmobutnh t hcaatmawoi heps emiums to 9. 5% of their
(approximatel s i$n2, Wd2 kfeor earfiilhlg mini mum wage)

If insurance-incomeagorkersl ewill remapesmnadtgygonce
could be modified. Possible modifications includ
higher exemption for employers in certain indust

Create an Alternative Payroll Size Exemption

A dollelvaerl exemption as oar dptrimsnova mthl d mpvk 0 mp € s mi
which 1t 1is more difficult t os epravsisc eo ni ntdhues tcroys,t sw
workers often earn their income in the form of t
additional dxempttiadbd ichwldd based on total firm pa
firms within specific industries) to target thes

For example, a $2 million payroll cap could prov
average wageserwha¢ Wouddbpedbt to ACA employer pe
many empl oyeeJabiperboeviedxeesmpdta)}f.a on t he number of
industries that have an average payroll of wunder
subject to th®@A efigllhey evorfkemaletay.ning the federal
ma ke a agrryo sosf saaplpr o XA md olkel wer1$ leSx,eOn8p0t.i on for fir ms
payrolls less than $2 million would apply to fir
wage ($2 million/$15,080).

For example, see Avik Roy, “Employers Can Minimize Their

Cost ° Ski nnRorbes Ounline)May 21e2013http://www.forbes.consitestheapothecarg01305/21/
employerscanminimize-theirexposureo-obamacaresealthinsurancemandateby-offering-low-costskinny-
coverage/

73 See Testimony of Linda Blumberg, Senior Fellow at the Urban Institute, U.S. Congress, House Committee on
Energy and Commerce, Subcommittee on Heélth,a ma ¢ a r ¢ * s J1t8pCGowrgt, ' sess., March 13, 2013,
http://docs.house.gaweetingdf/IF14/20130313100443HMTG-113IF14-WstateBlumbergl-20130313.pdf

74 This was computed assuming $11.50 an hour for soen@orking 40 hours per week (totaling $23,920 a year).

5 Determinations whether a firm was eligible under the $2 million payroll cap were based on average payroll
calculations per firm within an industry. The $2 million cap is simply an illustration.

76 This is calculated by: (the minimum wage of $7.25) x (40 hours per week) x (52 weeks in a year) = $15,080. Note
t hat t his detfiinmmei” iwoonr koefr ai s“ f4u0l lhours per week, whereas the
per week.
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Table 5. lllustration of Firms That Could Be Eligible for an Additional $2 Million
Payroll Exclusion for Employer Penalties Under the Affordable Care Act

Number

of Total Average

Employee Employer Employmen Worker
Size Range Firms Industry t Salary
50-74 174 Agriculture, ForestryFishing, and Hunting 7,999 $34,393
50-74 7,606 Retail Trade 429,219 $34,410
50-74 2,760 Educational Services 162,975 $30,201
50-74 2,190 Arts, Entertainment, and Recreation 128,123 $22,617
7599 1,118  Arts, Entertainment, and Recreation 91,369 $24,033
50-74 12,874 Accommodation and Food Services 751,105 $15,893
7599 4,732  Accommodation and Food Services 388,762 $16,780
100-149 3,634 Accommodation and Food Services 416,805 $16,485
50-74 5,280 Other Services (Except Public Administration) 302,258 $28,064
Total 40,368 All Eligible Industries 2,678,615 $21,979

Source: CRS analysis of U.S. Cen&iseay Statistics of U.S. Business Annual Data for1201
http://www2.census.goetonbkusbhdata?011ls_state_naicssector_small_emplsize_2011.xls

Notes: Estimates reflects the number of firms that coulddyempt from employer penalties under the

Affordable Care Act under a policy of a $2 million payroll cap, based on the average payroll size of firms within a

particular industry. Because ACA employer penalties are not scheduled to take effect into 2065¢2€iims

with 50 to 99 fulltime equivalent workers), the number of firms and employees that could be affected by this

option may vary. These calculations do not take into effect current coverage rates among firms in the above

industries, thus the actliamount of firms that could be exempted would likely be lowEne $2 million cap is

simply an illustration. Average worker salary for oall e
among eligible firms.

Mo sbtu,t n o o fat hien wompkleoryser firms that could be exc¢

have a lower average salary than larger firms wi
have an average salary abbabde 38t bdughet FIPL i @s
possible variation of this policybatdhedsexelbts mat
mi ght be easier t or adcetsiicgen. in t heory than 1in p

As previously mentioned, Ta b9mei gvhotr kneorts siene kt hae pirned
credit in the insurance exchanges for various 71 e
the limitations of census das aedfiplro tcdre pamraplotsy.s

Increase Exemption Litmiitets for Certain Indus

This option would set 11 mtetmsp lboyy eien duismtirtys aomd paalyl
amounts 1n certain i1ndustries, s uch -baass etdhe rest a
exclusions by industry couwled bbeel ocwo nad usepteezde ftioc teanr
threshold or below a specifié firm payroll or av
This option could be more administratively c¢compl
multiple industry catagtoyiwere Fgprvexampdefi difal e
“"Forexample t he Census Bureau’s Statistics of U.S. Business An

to Table 5, by North American Idustry Classifiation System (NAICS) code.
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doughnut shop that sold for takeaway but also se
microbrewery with an attached restaurant be 1imncl
arisen winthioheaptodities business tax deduction
indud®Fpresxample, an expanded NoxdhptAmkwsitcraynl d nb e
Classification System, as reported on tax filing

Increase tohne fEoxre niphtei Empl oyer Penalty
Fudlli me Workers

Currently, the ACA employer pé¢hmTEtwoiket rilggtertlh
firstt 3he fwddkers (30+ hours per week) are exemp
si.zeln other words, atifmer nwotrhkaetr se niphldel yt ehde n4 Sh ifrueldl
worker would be subject t e ianep ewma lktevyo sbhkaestchd s( i3 p
exemption could be increasedatothedhcéinhgeoéliheé
futlime worker, thereby reducing the marginal dis
threshold.

However, reducing the sheerness of this c¢cliff <co
empl oyer has hteoa Ibtehg icna roef fteor iintgs e mpl oyees. I f fe
sponsored health plans, then more workers could

individual insurance exchanges.

This option also could reducet yt.heT hreesvee nrueev ernauies eld
could be offset, at least in part,utlimechanging t
wor Re8FsTE e mplasyealds,cussed bel ow. The latter defi
calculation of the mettiarthde ywarok d msc.l uAllet mou gnls utr keids
impose a larger compliance burden on some fir ms,
t o hitrieme awdr ker st iimmes tweoardk eorfs f(uwlrl red-ttcmet he hour
wor ker st)t einmptant oa reduce their exposure to the em

This rule a o could be applied if an option bas
e

cliff as w

Modify the Exemption to the First 30 1
the Penalty

The leomyper penalty exemption could be revised suc

reduce the incentiv+4 ifmer wbhr kmg sttionreh icwhoar nkigeerrs€ utpod rpt
time status. In ¢t hme wos &gerhiomniontdiudbew owioprakteer fwooru I
not change the calculation of the penalty.

This option could be -cwmaombd msea ovpttihon heakxweanptt ®n
some of the revenue loss associated with i1increas
penalty could be revised to aadxeomiptt htehe ufrirresntt 4 X «
of the ftiirnmset e3n0p lfouylele s .

7826 U.S.C. 199. See U.S. Congress, Senate Committee on the BladgExpenditures: Compendium of Background
Material on Individual Provisionscommittee print, prepared by the Congressional Research Servite;dig., 2¢
sess., December 2012, S. Prt. 4B2(Washington: GPO, 2012), pp. 5592.

79 NAICS classifications are one test that a tax filer can use, in part, to claim a Section 199 production activities tax
deduction.
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Expand the Small Business Health Care

Al t hough

not
credit could be expmallbtdbtuesinamspasagoe mbfer
11y

potentia avoid the employer penalty).

directly related to the employer

p e

heal

The OAdmmani stration and s orme meanwimatkheer ss mma e bpursam

cretdoitencourage amdrexpandnets smass & Pdddusdigdeetn t

Ob a

propespadnding and simplifgcompmehdedredcteadhagbun

el i gi boiflfi tf w oamktt@ s5 0 wo riknegr st,l ac thpahhagsmem uf bi ar nss o
will quwal il feya sfiompeadritt , o fia mitgth s icmapl Iciuflyat i on o f

t he

cr

removing a requirement that an eligimlme fompl oyer

each emplloymienaatnndnge a cap on t he
premium i n ’st hsef°Teknepd copyaerrt me nt o f
1

credit based o
the Treasury

€ S

would reduce revenue by $10.58 billion between FY
In t3heoddmsesseral bills were introduced that woul
credit. F ort heexla3mpdH ves,i nbeostsh Heal t h Care TFTax Credit
H. R. )B3dd# 6t he Small BusinessH.TR.x,HAClr2d8d iwt® uAadc e s si bi
have amended the tax credit to increase the maxi
empl oyees, modifiedatnhe rplpesad ewt tchfe tlhenidcrad diotn,

insurance pr.8meomnmfHa Re IvBoPueisdd have allowed fir ms

w
annual wages of ubpl et of 0$r5 7s,00n0e0 ctroe dbiet se.l ilgni cont r a

$§50, 000 in annual average wages ¢ dulRd afmld2e8 c 1 ain
S . POAGese bills had a multiplicative phaseout s
limits could have received some crediX.. The Smal
1325would have increased the maximum number of F
maximum wages cap to $37,500, among other provis
could have beewdi¢c]l npgdblthefposshdlerdenefits awar
reported out of committee

80 Department of the Treasurgeneral Explanations f ¢t he Admini stration’s Eiscal Year 2

April 2013, p. 30http://www.treasury.govésourcecenterfax-policy/DocumentdbeneratExplanations~Y2014.pdf
81 bid., p. 242.

82H.R. 3046 H.R. 4128 S. 2069 all useda multiplicative instead of an additive phaseformula, therefore firmare
still eligible for at least part of the tax credintil they reach the limit.
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Appendix. Empl oyment and Payroll C
of Employerl Firms, 201

Table A -1. Employment and Payroll Characteristics of Employer Firms, 20 11

Average

Number Annual Average

Enterprise of Cumulative Payroll Per Cumulative Annual
Employment Employer  Share of All Employer Number of Share of All Salary Per
Size Firms Firms Firm Employees Employees Employee
0-4 3,532,058 621% $65,237 5,857,662 52% $39,337
5-9 978,993 794% $222,765 6,431,931 10.8% $33,907
10-14 391,469 862% $412,807 4,581,725 14.%% $35,271
1519 201,494 89.8% $608,706 3,379,556 17.%% $36,292
20-24 137,714 91.9% $717,988 2,655,453 202% $37,235
2529 121,765 934% $678,218 2,182,127 221% $37,845
30-34 81,321 944% $885,044 1,867,376 23.8% $38,542
3539 58,592 952% $1,065,061 1,610,941 252% $38,738
40-44 43,724 958% $1,275,775 1,423,620 26.%% $39,183
4549 34,003 962% $1,481,970 1,263,505 27.6% $39,882
50-74 26,979 97.6% $7,021,135 4,677,761 31.7%6 $40,494
7599 77,777 98.3% $1,731,250 3,199,218 34.5% $42,089
100-149 37,335 98.9% $4,869,629 4,260,619 38.3% $42,672
150199 35,212 99.2% $3,616,965 2,992,069 40.9% $42,566
200299 17,372 99.5% $10,146,307 4,025,425 44 8% $43,787
300-399 16,637 99.6% $7,041,336 2,635,522 46.8% $44,449
400499 7,641 99.7% $11,508,051 1,953,802 48.9% $45,006
500+ 17,671 100.0% $169,517,511 58,427,653 100.0% $51,269
Total 5,684,424 100.0% $908,605 113,425,965 100.0% $45,535

Source: CRS analysis of U.S. Cenfiseay Statistics of U.S. Business Annual Data for1201
http://www2.census.gostonsusbdlata?011ls_state_naicssector_small_emplsize_2011.xls

Note s: An enterprise is an employment or a business consisting of one or more domestic establishments that
were specified under common ownership or control. The enterprise and the establishment are the game fo
singleestablishment firms. Each mwé@8tablishment company forms one enterpriEenployment is defined as

paid employment and consists of fihd parttime employees, including salaried officers and executives of
corporations, who were on the payroih the pay period including March IBmployment is measured in March,
thus some employer firms (e.g., stanps created after March, closures before March, and seasonal firms) will
have zero employment and some annual payroll
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